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. . Evt:'l.rmln's H;XC To Launch
Net telephony alliance vows =& "
lower prices AT
Wﬁs PM PST

Two Internet companies unveiled an alliance
Wednesday aimed at making calls through the
internet easier and cheaper.

ITXC Corp. and iPass introduced
WWeXchange, a service that eventually will
allow users to make international and local
calls to any phone, even if the person being
called is not equipped with Intemet telephony
technology.

Beginning in April, WWeXchange will route
intemational calls from disparate Intemet
telephony companies through a single
gateway in the arsa being called. If there Is no
gateway in that area, WWeXchange will use a
combination of intemet and traditional

telephone services. . Qf\g?: Toys
"Internet telephony is jut becoming an » |BM builds Web
alternative to tradftional long distance for - %E*LJ@E'
people who aren't using PCs," said Tom » .iiog_lg.w_w.ﬂ'_ﬂm
Evslin, ITXC's chief executive, and the former f\PA o
head of AT&T Corp.'s WoridNet Internet * ——-—Rg"c'!“"f:adf-

Service. "WWeXchange makes it possibie for
any Intemet caller to reach any phoneinthe  "™Pgmetne

world.* | “Headline Scan
Currently individual Internet telephony “News Bursts

providers — the companies that route
telephone calls through the Internet - have to
strike deals directly each other if they
want to reach customers in certain areas. And
it's nearly impossible for people to make
Internet calls to areas not already equipped mm
with a gateway, which connects computer

lines to phone lines.

um! TXC, based in North Brunswick, N.J., is a
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company VocalTec. iPass, based in Mountain
View, Cailif., is a remote Internet access
company and will help coordinate the billing
services for WWeXchange.

The main appeal of Intemet telephony is the
reduction in cost, though it's often at the
tradeoff of quality, which can be scratchy and
delayed. Calls made through the Web can
cost as much as 70 percent less than
traditional Ion? distance calls, especially those
made intemationally.

ITXC's Evsiin said WWeXchange will lower
intemational calls to areas without gateways
by connecting the calls through the United
Stataes, which often offers the cheapest
long-distance rates. For exampile,
WWeXchange will cut the costs of a call from
Germany to South Africa by making the first
leg of the call, from Germany to the United
States, through the internet. The caller will

then be connected to a U.S. telephone carrier

serving South Africa.

Evslin said WWeXchange is the first ste
toward a day where such technology will allow
users to talk simultaneously while sharing
data, sending faxes or even playing games
over the Internet.

"We're going to see some offerings that are
perhaps as exciting as the development of the
World-Wide Web itself," Evslin said.

Emall this stery
to a friend
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Will Regulators Determine IP 'L&a.
;[il’gephqny's Future? N

Bermier . . (3 : 2

O 222 M T i S
. PQA%,‘ Tovs or

[nteret Protocol-based voice providers thus B e Wb
far have esea&ed the grasp regulators in o [orcbulide Web
most parts of the world. But as their services - will thes
evolve, regulation is Jikely to play a bigger » gg_ﬂ‘—’%"—u——l
role, says Craig Blakeley, a lawyer with . .
Chicago-based Gordon & Glickson FC. A jvestar

"Now, IP [intemet Protocol] telephony is “rage one
[typically] offered as an ancillary service by “Heaglne sean
intermet service providers,” says Blakeley, T
who represents several [P vOICO COMPaNies.  m————————
"But as companies come out to you and say,
'I'm going to offer you telephone service,' as
latency improves and as other problems
diminish, it becomes more fun?ible to become
a mainstream service. What's interesting is
that improvements of the technology are going
to change the way it's regulated,” he says.

In March, the America's Carriers
Telecommunications Association (ACTA), a
group of small and medium-sized U.S. phone
service resellers, filed a petition with the
Federal Communications Commission saying
Intemet telephony was a major threat to its
members' economic well-being, ACTA was
talking at that time about Intemet telephony
PC software providers such as VocalTec Inc.
(www.vocaltec.com).

*[The group's] argument was ‘They look like a
telephony company, they ought to be
regulated like one,™ says Blakeley. "The idea
that a software provider is a telco seems odd.
But when you have a company that sells

1 AF12
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software, service [and] there's improving voice
quality and direct marketing, there will be
movement toward regulation.”

The FCC has yet to act on that petition. The
commission also declined to alter the rules
that let Intemet service providers (ISPs) avoid
paying access charges to the telephone
companies that terminate their customers’
connections. Changes in that policy, which
categorizes ISPs as enhanced service
providers, would have greatly altered the [P
voice arbitrage opportunity.
-
However, the FCC is considering the impact of
the Intemet on the public telephone network
nd whether there should be any regulations

‘ m%%seed, The FCC (www.fcc.gov) issued a
Natice of Inquiry on the matter several months
ago and is now accepting input.

Meanwhile, the European Commission, the
FCC's counterpart in Europe, is considering
whether voice over IP should be regulated as
is the public switched telephone network
abroad, Blakeley says. The EC has compiled
a document that says IP telephony shouldn't
be considered voice.

Interestingly, however, it has set conditions for
when IP telephony should be regulated: Once
a carrier markets voice as a primary service;
when it's between two points on the public
switched telephone network (PSTN) (so
corporations running IP voice over private T1
or E1 lines at both or either end of the Intemet
voice link would presumably not be included in
the regulations as defined); and when it
becomes real-time. (The EC says IP voice is
not real-time because of the delay. But even
the PSTN has soms time lag.)

Ancther matter indirectly related to Internet
telephony is the move by the FCC to drive
down the rates foreign carriers charge U.S.
carriers to terminate their calls. FCC outgoing
Chairman Reid Hundt has said the
commission will pressure foreign carriers to
drop their rates by espousing Intemet
telephony, for which those carriers wauid not
receive fees.

"We're essentially the primary club [the FCC
has] to drive down intemational termination
rates,” says Dan Berninger of VocalTec.

But if foreign telephone companies reduce
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their rates, it would seem Intenet telephony
carriers, which rely heavily on the arbitrage
opportunity, would suffer.

Beminger says that's not a concem for
VocalTec and its carrier customers.

Internet telephony will still be less expensive

- than PSTN voice because the cost of the
equipment is much less than telco switches;
it's more bandwidth efficient; and
next-generation telcos have far less overhead
and marketing costs to add to the cost of
providing the actual service, Beminger says.

The FCC is considering the impact of the
Internet on the public telephone network

o
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By ASHLEY DUNN

More Phone, Less Computer, Behind New
Generation of Internet Phones

he telephone companies have ed to make a muck of most of their
Geploymeat of ISDN “%,';b‘l“"“&,f’b“““‘“w' e potol ot oo

eat o is probably i sore point among computer
users, who curse the telcos everyday for dooming them to a 28.8 world.

But even the dinosaur-like hone companies still have a thing or two to
teach the new upstarts of the Net world. For decades, ﬂzeesubﬁshedmes
have provided high-quality voice service that, for the consumer, is es y
transparent. There is no simpler device in our homes than the telephone.

In the past few months; this lesson that simple is beautiful has begun to creep
into the minds of the small group of companies exploring the world of
consumer-level Intenet protocol (IF) telephony. Instead of relying on the
computer as a telephone terminal — a strategy first used by all the Internet
phone companies — they have simply moved voice communications back to
where it belonged: the plain old telephone.

y%% a pioneer in Internet telephone software, introduced last year a

so system that allowed people to use their regular telephones to dial into
special gateway servers that would route their calls over the Internet. The voice
quality is good and the time lag is not very noticeable if the server has a good
connection to the Net. -

The only problem with Vocaltec's gateway system is that you can only call in
areas that have a gateway system installed. For large companies, this isn't a
problem since they can create their own servers, but for consumers it just
doesn't work unless you are lucky enough to be in the local calling area of a
gateway and are always calling someone who also lives near a gateway,
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One of the most interesting services is Jeff Pulver's Free .
orld Dialup II. The service only has about two dozen  Related Article

; ; i Internet Telephony:
nodes, although they include such interesting spots as Advan-es Start to Show

Moscow, Hong Kong, Seoul and Athens. Decersber 17, 1997)

Now, a French company named Aplio has entered the IP

telephony fray with a new product simply called the Aplio/Phone. All it
requires of the user is a phone and an Internet connection. You don't even need
a computer to use it, although both caller and receiver must have an Aplio
device for the system to work. ' -

To use the device, which should be available by February, you first dial the
number you want to call. When the person on the other end picks up the phone,
you press a button on the Aplio device, which then disconnects your phone and
starts to establish an Internet connection between the two devices.

The Aplio/Phone will prompt you to
hang up your phone and in about a
minute or so, it dials you back. You then
pick up your phone and continue your

+ conversation. This time, however, your

" voice is being carried over the Internet.

~ For the price of just one minute of
regular calling, you can now talk as long
as you want. If your mother lives in
Peking, the savings can be enormous.

Aplio/Phone The sound quality of the device is very
good, largely due to the dedicated chips
inside that handle the compression and decompression of sound. It's also
relatively easy to use once you have configured the device with your ISP's
phone number, your login, password and other information.

The Aplio devices works through a kind of matchmaking that takes place over
both the regular phones lines and the Internet. The moment you press the Aplio
button, the caller's and receiver's devices identify each other over the phone
lines. They then disconnect from regular phone service and call their respective
ISPs. Once they have logged in, each device polls a special Aplio meeting
server and begins searching for the device that it had previously identified.
Once the devices have found each other, they exchange IP addresses and a
connection is made between the two.

Then Aplio/Phone, along with systems like Free World Dialup, clearly show
that Internet telephony is close to being a consumer reality. But the important
word here is "close." It's not quite there yet.

Even though the Aplio device is'an advance over the cranky and
hard-to-configure, PC-to-PC variety of telephony, it still falls far short of the

plain old telepbone system.

The biggest problem is the lag, which is not Aplio's fault, but is still its
problem. The delay can range from 300 milliseconds to about 1 second. Aplio
claims that there is an average 500 millisecond delay in conversations. That
doesn't sound like much, but compared to the few dozen milliseconds of a
typical phone conversation, it can seem like an etemity.

& MM I 4 mu ey F
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Relaxed conversation is very difficult when you're always waiting for the other
person to finish talking or uncertain if they heard everything you said. While

the Internet phones allow full-duplex communications (in other words, two
people can talk at the same time), in reality, it ends up more like half duplex, an ,
experience comparable to two-way radio communication.

The lag would be endurable for many of us except that the price of the
Aplio/Phone ($199 for one, $379 for two) puts it well into the terrain of the
exotic. While businesses may find a use for this devics, I suspect anly a few
consumers will be willing to pay that price. -

Aplio and the VocalTec gateway systerns are the first generation of devices
aimed at bringing Intemet telephony to the masses. There are still a few more
years to go for this technology to mature, but its time is certainly coming.

MIND & MACHINE is published weekly, on Wednesdays. Click here for a
list of links to other columns in the series.

Related Sites

Following are links to the external Web sites meutioned in this article. Thess sites are not part
of The New York Times on the Web, and The Times has no control over their content or
availsbility. When you have finished visiting any of these sites, you will be able to return to
this page by clicking on your Web browser's "Back" button or icon until this page reappears.
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Using the net - Niéholas 'Dentbh

- Telephones
on the
receiving end

The internet will become more like
the traditional telecoms network -

be mythology of internet -
telephony goes something -

ilke this, Tha internet is

Innately mors efficient at
transmitting informarion than the
tatephone network.

Vaoice can be transmitted in the
(orm of packats of dara. which
travel across whichever route
across the internet is not being
used to eapacity. These packets
need only contain the actual sub-
stance of the exchange: an internet
telephone call. unlike ane over the
traditional netwark. does not waste
space on the silences and pauses
that make up a typical exchange,

And - this is the clincher - the
{nternec 5 free, givinge voice ser-
vices over the network an inherent
cost advantage over their cradl-
tional competitors, Consumers are

already benefiting. A personal com- -

puter user, with intermet telephony
software from a company such as
VocalTec of [srael, can already
reach a simuarely egaepp-l . -1
anvwhere in the world for the price
of the lacal telephone call to access
the internet.

[t seems no wonder then. that
Jnan Sidgmore. chief executive of
WorldCom s internet subsidiary.
forecasts that. as fax and telephone
calls migrate to the new network,
rraditional voice transmissions will
bV 2003 represent just 1 per cent of
rotal traffle.

Thar may woll be the case, axtra-
polating cwrent trends. And chere
is some truth in the hype sur-
rounding internet telephony. There
is little doubt that the migrarion of
voice to the internet will ransform
the economics of telecoms services.

But the internet. in absorbing
voice and videoconferencing calls.
will become mores like the tele-
phone network it is supplantng.
That applies wo the architecture of
the network, and to the pricing of
services carried over It. In prospect
1t is not so much a takeover of the
telephone system by the intermet
as a merger betwaen the two.

The two netm:m already work
tagether, An electronic mail mes
%age sent from a home PC will typi-
cally travel over the user's tele-
phone line to tha local X
where it {s routed to a modem
bank operated by an Intermet ser.
vice provider. It is routed on to the
internet “backbone”. the main line
of the nstwark. which does not
exdst in a physical sense: it is typi-
cally a reserved portion of the
high-capacity trunk lines operated
by a long-distance carrier such as
Sprint or British Telecommunica-
tions.

A host of new services straddle
hoth networks. For instance, Tele-
Post. a vencurs backed by TeleNor
of Narway, plans to aoffer a confer-
ence calling centre accessible from
4 PC connected to the internet. But

/196 sace /0

TelePost calls the Lser’s standard
relephone and those of the other
parucipants to line up the call,
tather than entrust it ro the vaga-
ries of the internet. :

And, en a superficial level, just
a3 PCs with a microphone can now
be turned into speakerphones. so
devices which look very much like
telephone handséts but which can
access the internet ara bdeing
unveiled. Cldco's {Phone. for
instance, offers simple touch-
screen aceess 1o the worldwide web
as well as the [features of an
advanced teleghone such as confer-
ence calling and caller ID.

All these are examples of today's
bybrid - and transitional - net-
work. “If you look at where we are
today. we are just starting: what
we have a lot of the time is voice
natwarks pretending (o be data
nerworks,” says Bill O'Shea. presi-
dent of the business communica-
tlons systems unit of Lucent Tech-
nologles. the largest US
telecommunications equipment
maker.

Over time, the seams between
these networks will become less
visible. “It Is not & question of
whether it will happen. It is going
to happen: the question ls how
quiekly,” says John Chambars.

chief executive of Cisco Systems.
the leading maker of the router
machines which aet as traffic
guidas within networks, “You can's
afford a separate network for volce.
ane tor video and one for

" data.”

Already. purchasing dacisions
within enterprises - for both net-
working and telecommunlcations
equipment and services ~ are
ncreasingly being determined by a
chief informanion wfficer. to whom
the manayers ¢ the two necworks
report.

Al 2 slightly slower pace. the
public telephone network and the
internet are also fusing. CUNet
recently launched a service called
LUFax. for instancs, which takes
fax transmissions that would have
traveiled over  expensive
long-distance telephone connec-
tions. and reroutes them over the
internet. i

The aconomlics of rax transmis-
sion over the internet are compel-
lne. because It does not master if a
fax 'S =ant in the form of packets,
Suunced around the netweork and
-uassembled. wih 1 few seconds
lelay, before being forwarded on to
the recipient’s fax machine., But
vaice wunversations are more
Jemanding.

Because some packets yet lost, or
arrive n the wrong order. volce
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calls over the internet can {esult in
broken conversations, There are
two main solutions. The: first is to
route volee calls aver a private
{nternet-style nerwork. as does
Qwest Communlications with the
carrier's new internet telephony
service. .

The second is a concept called
tag-switching. devised by Cisco and
being evaluaced as a standard by
the Internet Engineering Task
Foree. With tag-switching, the flrst
packet éarries the equivalent of the
pass thar allows business passen-
sers o go through a fast lane at
customs. [t clears a path (ar subse-
quent packars.

Both schemes recreate the dedi-
cated connection which ensures
good sound quality on traditional
talephone newworks. But, because
the ticket Is business class racher
than standby, it is more expensives.

Some experts, such as Gian
Pablo Villamil of Andersen Con-
sulting's communications Jivision.
argue that internet telephony still
has an inherent cost advantage,
because it takas advantage of the
economies of scale availabie in the
computer industry. Analysts main-
tain a basic intetmiational volce-
over-inrarnet network can be built
for undar 3100m.

For users. though. the cost
advantage for high-quallty commu-

NO. 637 P.36/37
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nication IS not nearly ss great as
the enthusiasm surrounding free
internet calls would suggest. Qwest
offers long-distance calls at 7.5
cents a minute, compared with 10
cents low rates over traditional
networks charged by carrlers such
as AT&T. Sprint and MCL

In countries such as [taly and
South Koree. where discount car-
rier (DT first offsrad its internet
telephony setvice. internpational
tarilfs are sufficiently inflated to
allow internet calls to come n up
to 80-90 par cant cheaper. But lacer-
nat talephony carriers have found
few opportunities ot routes where

-competitian is already intense,
such as that berween the UK and
]

Internet telephony may take irs
place alongside calldack and resale
in undermining the tnternational
price-fixing regime in telecommu.
nications. But that is an arbitrage .
opportunicty created by differing ..
reguiatary wreatment aof traditignal
and internet calls.

As Internet telephony providers
exploic this arctifieial price gap.
they will erode ft. And their own
costs will increasingly reflect the
underlying cost of a dedtcated con-
nection. Even as the internet
transforms the telephome .net-
work, it will increasingly resembla
it.
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AT Ti¢ A MINUTE, WI'III CARES
IF YOU CAN'T HEAR A PIN DROP?

- Why long-distance Internet calling is about to take off -

ow can. Qwest Communiecations
Corp. get away with charging just
T4¢ a minute any time for long-dis-
tance calling—the ultra-aggressive prie-
ing it anmounced on Dee. 16? For one
thing, sccording to President and Chisf
Executive Officer Joseph P. Nacchio,
“Long distance is atill the most. prof-
itahle business in America, next ta im-
porting illegal cocaine.” As head of long-
distance marketing for AT&T until last
year, he should kmow,

Actually, Qwest czn make its suds-
cious offer—and still match ATeTs 17%
to 20% net margins—heceuse it sends
its trafflc over 2 private fiher-optie net-
work nsing Internet technology. That

method, says Nacchio, id far more effi-"

cient than that of the conventional car-
riers. Indeed, if Qwest makes its mark

in long distanee, it won't be for under-
cutt:mg AT&T's best all-day rats by

- 50%—it will be for proving that Inter-

net-besed calling can steal signifieant
amounts of traffic from ordinary long-
distance cireuits.

EASY TO USE. Qwest’s offer heralds the
coming of age of Internet telephony.
Just a couple of years ago, making
phone calls over the Internet was a
challenge reserved for computer
whizzes, Consurners still will have to
dial s few extra digits to make cheap
calls. But now, improved Pc-based soft-

send them over the In- |
ternet or private data g4
networks sand then
back to the convention- R4}
al phone netwark. S
As 8 mass market E Dt
companies [,
such ag ATeT could lose 2
millions of customers L
and billions in revenue
to Internet calling. “In

the next 24 months, we'll see 3
rapid migration,” predicts
Nacchio. Between 1998
and 2001, as much as. $8
billion could be lost ts."]
Internet telephony;,
sgys Sim Hall, vice- |
president of re-'
search at Action
Information Sex-
vices of Falls
Chm'ch Va.

pa e g
mainstream
next ‘' year,” -

the new natwmh also bypau con-
ventional long-distance carriers, who
must pay local-access charges and taxes.
Such foes make up 40% of the typical

long-distance charge, Hall notes.

Unlike the pioneers of Internet tele-
phony, bigger ecompanies like Qwest
- e mostly route traffic
W aver their own net-
works. That lets them
g o] manage capacity to
Y avoid . the serafchy
# sound snd half-second
delays of same Inter-

net phone setups.
Qwuest isn't the only
+y company with big am-
4 bitions in Net ealling.
e ] WarldCom Inc’s Inter-
net divigion, UUNet, is
i ‘ taling aim at the §92
billion fax market. Ear-
ly next year, it will of-
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fer nationwide faxing for 10¢ &' minute,
compared with the typical business rate
of '16¢ a minute. International faxes 1o,
Britain will cost 19¢ a minute, halfthe'
average rate now.

Denver-based Qwest, which is b\ﬂd—
ing a $2 billion nationwide fiber-opti¢.
network, will offer its 7.5¢

- rate on eally enywhere
in the continental U.S,
starting in late Janu-
ary in nine western
cities. . The network
will expand to- 125
markets intearly 1999,
When -Qwest's nation-,
al netwark is scheduled’
' to be completed. Qwest
glso plans fax, video-
conferencing, and
ather services,
Eatablished
long-distance
providers are.
making eir
own forays with
the new technol-

from anm at 40%
of normal rates.’
Japan’s Kokusai Den-
shin Denwa Co. created a.
subsidiary offering aimilar
gervices worldwide on Dec. 16.
Mc1 Communications Corp. and
Deutsche Telekom are running trisls,

While the data metworks will help
cut domeatic long-distance.rates, the
big impact will be on international calls.
The average long-distance call in the
TU. 8. costs aboutlagamute.butthe
average international price is 89¢, Hall
says. The gap has little to do with the
extra cost of an intermational eall,
which is marginal Rather, it reﬂects
the pricing power of a small group of
suppliersa.

Hall predicts that phane company
revenuyes per minute on international
calls will fall more than 20% annually
through 2001 and continue to deeline.
“The wheel has been set into motion,”
says Hall. Nobody knows how far it will
spm,butaxthxspoint,rtlooksasifeon-
sumers will be the winners.

By Steven V. Brull in Los Angeles,

with Peter Elstrom in New York

Qwest’s Nacchio calls long distance “the most profitable
business in America, next to importing illegal cocaine”
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